
CITY OF SNOHOMISH 
Founded 1859, Incorporated 1890 

 
116 UNION AVENUE  SNOHOMISH, WASHINGTON  98290   TEL (360) 568-3115  FAX (360) 568-1375 

 

NOTICE OF SPECIAL MEETING 

 

 

SNOHOMISH CITY COUNCIL 

 

in the 

George Gilbertson Boardroom 

1601 Avenue D 

 

 

TUESDAY 

January 19, 2016 

6:00 p.m. 

 

 

WORKSHOP AGENDA 

 

 

6:00 1. CALL TO ORDER 

 

 2. DISCUSSION ITEM –   Financial Management Policy Update – Risk 

Assessment & Historical Finance Indicators  (P.1) 

 

6:55 3. ADJOURN 
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Date: January 19, 2016 

 

To: City Council 

 

From: Jennifer Olson, Finance Director   

 

Subject:  Financial Management Policy (FMP) and Five-Year Financial Plan 

  Workshop 1 – Risk Assessment Review, FMP – Reserves Section, Financial 

 Indicators Review 

  

 

The purpose of this workshop is for a discussion on the proposed Financial Management Policy 

(FMP)Reserves and Fund Balance Section, review the findings of the risk assessments 

completed by the City Council and staff, and to introduce financial ratio and financial indicators. 

Staff is also proposing a revised financial planning timeframe that extends past the previously set 

six month original timeframe due to the potential for and the significance of a major 

organizational structure change and resulting level of service deliveries that may affect the 

community.  

 

Background: In December 2015, the City Council kicked-off the planning work for updating the 

Financial Management Policy and creating a 5-year financial plan – both 2016 City Council 

Goals. Risk assessment worksheets were distributed to Council members to complete and return 

to staff. A FMP serves as an operational guideline and basis for management and staff to 

crystallize strategic intents for dealing with fiscal vitality and to support the City Council’s 

Strategic Plan goals and objectives. Staff is using a collaborative approach in updating the  FMP 

that contains acceptable and unacceptable courses of action, establishes parameters in which the 

City may operate and provides a standard for safeguarding City financial resources and practices 

(see Attachment A). 

 

Financial Management Policy – Reserves and Fund Balance 

The primary reason for setting reserve policy is to be prepared for contingencies or future 

emergencies. Current policy defines reserves as: 

 

“A-3 Ending fund balances for all operating funds will be budgeted at a level of no less 

than five (5%) or more than ten percent (10%) of the total budgeted new revenue for each 

year. For the purpose of this policy “new revenue” means total budgeted revenue, less 

beginning fund balances and Interfund receipts. In calculating the percentage, the new 

revenue and ending fund balances of the General (001), Street (102), and City Shop 

(501), funds will be totaled separately from Utility Funds (401 and 402).” 

 

Additional reasons for reserve policy include the ability to maintain a good credit rating, avoid 

interest expenses, generate interest income and ensure cash availability when revenue is 

unavailable due to the timing of tax payments or shared revenue receipts. While there are no 

rules for determining what level and what type of reserves to establish, much depends on the 

kind of disaster or catastrophic events or hardships that the community is subject to, the 
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adequacy of our insurance coverage, flexibility of our overall revenue base, overall financial 

health, state regulations and national economic conditions. 

 

Reserves are categorized according to the Government Accounting Standards Board (GASB) 

Statement 54 - Fund Balance Reporting and Governmental Fund Type definitions which are 

included in the proposed FMP Section 2.1. This is a guide to how a City may reserve funds.  

 

Unassigned fund balance is typically the main subject of a reserve policy. The General Fund, the 

City’s core operating fund, is the only fund with unassigned fund balance; however, it is the fund 

that provides critical services such as law enforcement and criminal justice services, street and 

park maintenance operations, planning and zoning services, code enforcement, economic 

development support and general administrative and financial services. 

 

Reserve policy needs a reserve level target that is typically defined in terms of a percentage of 

either the General Funds regular operating revenues or regular operating expenditures. The 

choice between revenues and expenditures as a basis for the reserve target depends on which 

element is more predictable. A local government that relies heavily on property taxes or other 

stable tax source may choose revenues but a local government that relies on less predictable 

revenue sources,e.g. sales tax, would likely choose expenditures. For either element choice, only 

operating figures are used (excludes capital) to remove the effect of spikes or drops that distort 

long-term trends. 

 

Risk Assessment Review 

To set a reserve target, it is important to assess local conditions and determine what risks 

influence our need for maintaining reserves. Risk assessment worksheets were completed by 

City Council members and returned to staff. This information was compiled into a summary risk 

assessment and will be distributed and discussed during the workshop.  

 

The goal for the Council workshop discussion is to define an acceptable amount of reserve level 

for the General Fund and internal service funds. In addition, policy language is proposed that 

seeks to define when reserves are utilized or replenished. 

 

This newly identified reserve target or target range will be used in future discussions on 

developing the 5-year financial plan and will affect the overall improvement or decline in 

General Fund financial condition.  

 

Financial Condition and Financial Indicators 

Financial condition is broadly defined as our ability to finance services on a continuing basis and 

specifically refers to our ability to maintain existing service levels, withstand local and regional 

economic disruptions and meet the demands of natural growth, decline or change. To understand 

whether or not the City is financially healthy, measuring our financial condition is necessary and 

projecting our future condition is important for ongoing decision making.  

 

Financial indicators (see Attachment B) can assist with identifying factors that affect our 

financial condition. Indicator data pulls together a wide range of financial and budgetary 

information and combines it with economic and demographic data to create indicators, that when 
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tracked over time or used for making financial forecasts expand on the changes to financial 

condition and alert us to future challenges. 

 

There are twelve financial, environmental and organizational factors that contribute to financial 

condition. Within each of the twelve categories, are a number of indicators that measure different 

aspects and can be used to monitor changes in the factors and ultimately the overall financial 

condition of the community. Staff is in the process of compiling indicator data for all factors 

affecting our financial condition and has finished work on Indicators 1, 2, 3, 6 and 7 (see 

Attachment C). The indicator data reflects historical financial information at this time. Once the 

5-year financial plan scenarios are created, these same indicators will be used but the data will be 

based on forecasts and will serve as a “test” on whether the financial plan improves or declines 

our financial condition. 

 

Extended Financial Planning Timeframe 

During both the 2015 and 2016 budget development cycles, staff prepared historical and 

projected impacts on General Fund reserves, based on the current financial policy target of 5% to 

10% of revenues along with a forecast of General Fund revenues and expenditures. This forecast 

generated the potential for a structural imbalance in the General Fund. In other words, 

expenditures are projected to increase at a faster rate than revenues creating an annual deficit in 

fund balance. Over time this deficit may erode General Fund reserves and place the community 

in an unhealthy financial condition. Staff has updated the General Fund reserve forecast with 

preliminary year end 2015 revenues and expenditures, adopted 2016 budgeted General Fund 

revenue and expenditures and included the years within the pending 5-year financial planning 

period (see Attachment D). 

 

The potential overall 5-year forecasted General Fund deficit equates to an approximately $1 

million dollar projected structural imbalance in the General Fund. Due to the nature of this 

problem, the complexity of various options and solutions, staff recommends that Council 

proceed slowly and deliberately.  For these reasons staff requests that Council extend the 5-year 

financial planning timeframe to work through an alternative process for reviewing levels of 

service delivery and organizational structure. The significance of major structural elements that 

may need change appear to require additional time to fully understand the impacts about these 

potential changes.  Since the Council’s preferred options to address these issues will likely have 

important community impacts, it may also be beneficial for Council to consider a specific 

community involvement process dedicated to reviewing these issues before making any final 

decisions.  

 

Council workshops to discuss updated Financial Management Policy updates are intended to 

continue as previously planned as financial policy is an important first piece in financial plan 

development. Staff has prepared a revised financial planning timeframe for consideration (See 

Attachment E) 
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STRATEGIC PLAN REFERENCE: This action is related to all Strategic Plan initiatives. 

 

RECOMMENDATION:  That the City Council DISCUSS the proposed Financial 

Management Policy Reserves Target and DIRECT staff regarding new reserve target and 

revised financial planning timeframe . 

 

 

ATTACHMENTS:  
 

A. Proposed Financial Management Policy 

B. Financial Indicators Matrix 

C. Financial Indicators 1,2,3,6,7 

D. General Fund – Fund Balance, Revenues & Expenditures Forecast 

E. 5-year Financial Planning - Revised timeframe 
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ATTACHMENT A 
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ATTACHMENT B 
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ATTACHMENT C 
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ATTACHMENT D 
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ATTACHMENT E 

 

REVISED - Strategic Five-Year Financial Model-Outline 
 

Purposes: 

 

 Better understand the City of Snohomish General Fund financial condition – the forces 

that affect it and the obstacles associated with measuring it 

 Identify existing and emerging financial problems and challenges 

 Develop actions to remedy  General Fund structural imbalance problems and seek out 

opportunities to ensure an adequate level of reserves 

 Review financial management practices and council legislative policies (see attachments 

A – proposed Financial Management Policy and B-current Financial Policy) 

 

Methods & Activities: 

 

 Conduct Risk Assessment (see attachment C)– Assessment worksheets to provide 

guidance on setting reserve or fund balance targets within the Financial Management 

Policy 

 Review updated Financial Management Policy and establish financial principles, 

priorities, objectives, benchmarks, targets and overall management guidance 

o Organize and assemble financial condition factors that influence financial 

condition  

o Define indicators that measure different aspects of the factors 

 Choose which indicators to develop 

 Gather the data for each indicator and calculate ratios 

 Review all existing revenue sources and all potential new revenue sources available to 

the City under state law 

o Analyze revenue options and authorizing environments – both Council manic and 

voter-approved 

 Review all operating expenditures and capital outlay cost allocations needed to 

accommodate known levels of service and future levels of service required 

o Review overall staffing structure 

o Review procedures and highlight key areas for improving efficiencies for defined 

service delivery 

o Project future park maintenance operation needs for current levels of service and 

impact of new capital projects or undeveloped properties on staffing resources 

o Project future street maintenance operation needs for current levels of service and 

the impact of new capital projects on staffing resources 

o Project future law enforcement personnel and criminal justice costs  in 

preparation of a new five-year contract 2017-2021 

 Determine non-utility capital projects to be included in 5-year Financial Plan 

 Determine the impact of leveraging debt as a method for funding capital projects and the 

impact on the General Fund 

 Provide analysis, research and options that will support City Council decisions and 

selections of preferred revenue and cost-control options 
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o Develop two to three scenarios – based on combinations of factors that influence 

financial condition 

o Measure gap trends and financial indicators between projected expenditure and 

revenue sources for each scenario 

 Conduct multiple Council workshops for discussions that require progress updates and 

meeting deadlines for voter-approved solutions and for final 5-year Financial Plan 

recommendations 

 

Community Impact 

 

Important issues to address through community involvement include: 

 Are there sufficient current revenue sources to support all Council approved expenditures 

and strategic plan goals? 

 Are there new revenue sources available that require voter approval? 

 Will external environments provide enough resources to pay for the demands of the City? 

 Do we know how much citizens are willing to spend for city services? 

 Is the City paying the full cost of operating or is it postponing costs to a future period 

when revenues may not be available to pay these costs? 

 Do management practices and council policies enable us to respond appropriately to 

changes in the environment? 

 Do strategic plan objectives and annual goals align with the demands of service delivery 

and the need for operating budget allocations? 

 What do we start doing and what do we stop doing? 

 

Expected Results: 

 

 Develop a 5-year Financial Plan that establishes a base of sustainable revenues, 

predictable expenditures and sufficient reserves for the period of 2017-2021 

 Adopt Financial Management Policy to guide management practices and align with 

Strategic Plan 

 

Timeline: 

 
December 15, 2015 – Council Workshop -Kick-off and Overview of Financial Management Policy 

updates and 5-year Financial Planning process 

 Review and finalize proposed outline, presentation of proposed new financial management 

policy, and review risk assessment worksheet assignment 

 

January 12, 2016 City Council completed Risk assessment worksheets due to staff 

 

January 19, 2016 – Council Workshop 

 Review findings of risk assessments 

 Discussion on Financial Management Policy updates - Reserves 

 Review financial condition (historical) and indicators  
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March 15, 2016 – Council Workshop 

 Discussion on Financial Management Policy updates – Revenue Section 

 

April 19, 2016 – Council Workshop 

 Discussions on Financial Management Policy updates – Expenditure Section 

 

May 17, 2016 – Council Workshop 

 Discussions on Financial Management Policy updates – Budget & Capital Improvement 

Plan (CIP) Sections 

 

June 21, 2016 – Council Workshop 

 Discussions on Financial Management Policy updates – Debt, Investments and Other 

Sections 

 Final Review of proposed Financial Management Policy updates 

 

June through October 2016 

 Discussions on level of service delivery 

o Expenditures required to support varying levels of services 

o Revenue sources available to support expenditure needs 

o Capital outlay required for maintaining assets 

o Capital projects and the implication of leveraging debt 

 Impacts of structural element changes 

 Community Input based on defined process that may involve Boards & Commissions or 

separate citizen tasks force or committee 

 5-year Financial Plan Scenario building 

 

November through December 2016 

 Discussions on 5-year Financial Plan Scenarios 

 Consider Adoption of 5-year Financial Plan 
 


